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FINANCIAL-COMPLIANCE  AUDITS 

Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
sented fairly,  and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could 
have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
ards set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the  United  States 
General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees  with  an 
emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA) 
certificates. 

The  Single  Audit  Act  of  1984  and  0MB  Circular  A- 128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial 
assistance  programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  the  Single  Audit  Act  of  1984 
or  OMB  Circular  A- 128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit  Report 
for  the  two  fiscal  years  ended  June  30,  1989  has  been  issued.  Copies  of  the  Single  Audit 
Report  can  be  obtained  by  contacting: 

Office  of  the  Legislative  Auditor 

Room  135,  State  Capitol 

Helena,  MT  59620 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Trans- 
portation's financial  activity  for  fiscal  years  1989-90  and  1990-91.  The  depart- 
ment's written  response  to  audit  recommendations  is  included  in  the  back  of  the 
report. 

We  thank  the  director  and  department  personnel  for  their  cooperation  and 
assistance  throughout  the  audit. 
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Summaiy  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


Recommendation  #6 


Recommendation  #7 


We  recommend  the  department  comply  with 

state  law  regarding  use  of  sick  leave  and 

vacation  benefits  in  conjunction  with 

workers'  compensation  benefits 7 

Agency  Response:   Concur.  See  page  45. 

We  recommend  the  department  record 

approved  operating  budgets  on  SBAS 

in  accordance  with  state  law 9 

Agency  Response:  Concur.  See  page  45. 

We  recommend  the  department  implement 

procedures  to  ensure  it  complies  with  the 

personal  services  reversion  provisions  in  state  law 11 

Agency  Response:  Concur.  See  page  45. 

We  recommend  the  department  include 

access  provisions  in  contracts  in 

compliance  with  state  law 12 

Agency  Response:  Concur.  See  page  46. 

We  recommend  the  department  submit 

project  modification  requests  for 

project  overruns  in  a  timely  manner 13 

Agency  Response:  Concur.  See  page  46. 

We  recommend  the  department  communicate 

its  local  government  audit  needs  to  the 

Department  of  Commerce 14 

Agency  Response:  Concur.  See  page  46. 

We  recommend  the  department: 

A.    Implement  procedures,  including  super- 
visory review,  to  ensure  the  payroll 
additive  rate  is  calculated  accurately 
and  in  accordance  with  written  procedures 17 

Agency  Response:  Concur.  See  page  47. 
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Summary  of  Recommendations 

B.     Apply  the  payroll  additive  rate  to  the  same 

base  that  was  used  to  calculate  the  rate 17 

Agency  Response:  Concur.  See  page  47. 

Recommendation  #8                     We  recommend  the  department  fully  imple- 
ment effective  control  procedures  to  ensure 
equipment  usage  charges  are  proper  and 
adequately  supported 19 

Agency  Response:  Concur.  See  page  47. 

Recommendation  #9  We  recommend  the  department: 

A.  Establish  control  procedures  for  preventing 

and  detecting  prorata  input  errors 21 

Agency  Response:  Concur.  See  page  48. 

B.  Clearly  fix  responsibility  for  prevent- 
ing and  detecting  contractor  payment 

coding  errors 21 

Agency  Response:  Concur.  See  page  48. 
Recommendation  #10  We  recommend  the  department: 

A.  Establish  procedures  to  ensure  revenue 
and  expenditure  activity  is  classified 
properly  in  accordance  with  state  law 

and  accounting  policy 25 

Agency  Response:  Partially  concur.  See  page  48. 

B.  Research  whether  there  is  a  more 
efficient  alternative  for  recording 
financial  activity  related  to  the 
purchase  and  use  of  raw  materials 

and  implement  changes  as  appropriate 25 

Agency  Response:  Concur.  See  page  48. 

Recommendation  #1 1                    We  recommend  the  department  accrue  liabil- 
ities in  compliance  with  state  accounting 
law  and  policies 27 

Agency  Response:  Partially  concur.  See  page  50. 
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Recommendation  #12                    We  recommend  the  department  accrue  trans- 
fers in  accordance  with  state  law 27 


Agency  Response:  Concur.  See  page  50. 
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Introduction 


Introduction  We  performed  a  financial-compliance  audit  of  the  Montana 

Department  of  Transportation  (formerly  Department  of  High- 
ways) for  the  two  fiscal  years  ended  June  30,  1991.  The  object- 
ives of  the  audit  were  to  determine  if: 

1.  The  department  complied  with  applicable  state  and  federal 
laws  and  regulations  during  the  audit  period. 

2.  The  department's  administrative  and  accounting  controls 
were  effective  to  ensure  resource  use  was  consistent  with 
laws  and  regulations;  resources  were  safeguarded  against 
waste,  loss,  and  misuse;  and  reliable  information  was 
maintained  and  fairly  disclosed  in  the  financial  records. 

3.  The  department's  financial  schedules  present  fairly  the 
department's  changes  in  fund  balances  and  results  of 
operations  for  the  two  fiscal  years  ended  June  30,  1991. 

4.  The  department  implemented  prior  audit  recommendations. 

We  coordinated  our  financial-compliance  audit  work  with  two 
other  audits  of  department  activities.  One  audit  was  an  EDP 
audit  of  the  department's  computer  processing  systems  (89DP- 
37).  The  other  audit  was  a  performance  audit  of  the  depart- 
ment's Equipment  Operations  Program  and  Motor  Pool  (91P-28). 
Issues  identified  in  these  other  audits  were  considered  in  esta- 
blishing the  scope  of  our  audit  work,  but  are  reported  in  the 
audit  in  which  they  were  identified. 

This  report  contains  12  recommendations  to  the  department. 
These  recommendations  address  areas  where  management,  inter- 
nal control,  and  compliance  with  laws  and  regulations  can  be 
improved.  Other  areas  of  concern  deemed  not  to  have  a  signifi- 
cant effect  on  the  successful  operations  of  the  department's 
programs  are  not  specifically  included  in  the  report  but  have 
been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  imple- 
menting the  recommendation. 
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Background 


The  department  is  responsible  for  the  planning,  layout,  construc- 
tion, improvement,  repair,  and  maintenance  of  state  highways 
and  federal  aid  system  highways.  The  department's  responsibil- 
ities also  include  the  collection  of  fees  and  enforcement  of  laws 
related  to  the  Gross  Vehicle  Weight  (G.V.W.)  regulations. 
Effective  July  1,  1991,  Chapter  512,  Laws  of  1991,  abolished  the 
Department  of  Highways  and  created  the  new  Department  of 
Transportation.   The  law  transferred  the  functions  of  the  former 
Department  of  Highways,  Aeronautics  and  Transportation 
Divisions  of  the  Department  of  Commerce  and  Motor  Fuels  Tax 
Division  of  the  Department  of  Revenue  to  the  Department  of 
Transportation. 


The  department  is  under  the  direction  of  the  Highway  Commis- 
sion and  the  director.  The  composition  of  the  commission  and 
its  functions  were  not  changed  by  Chapter  512,  Laws  of  1991. 
The  Highway  Commission  is  composed  of  five  members 
appointed  by  the  governor  for  four-year  terms  with  senate  con- 
firmation. The  commission  determines  construction  priorities, 
selects  construction  projects,  and  determines  the  allocation  of 
federal  aid.   It  also  classifies  highways  as  federal  aid  highways, 
primary  highways,  and/or  off-system  highways  in  the  state 
maintenance  system.   The  commission  may  delegate  certain 
functions  to  the  director  of  the  department.   The  director  is 
appointed  by  the  governor  and  confirmed  by  the  senate. 

The  department  was  budgeted  for  1,933.83  full-time  equivalent 
employees  (FTE)  during  fiscal  years  1989-90  and  1990-91. 
Budgeted  expenditures  and  transfers  out  were  $31 1,252,894  in 
fiscal  year  1989-90  and  $342,407,529  in  fiscal  year  1990-91. 
The  department's  primary  sources  of  funding  during  the  audit 
period  were  federal  funds,  cash  transfers  in  of  motor  fuel  taxes 
collected  by  the  Montana  Department  of  Revenue,  bond 
proceeds,  and  cash  accumulated  in  prior  fiscal  years.   From 
July  1,  1989  through  June  30,  1991,  the  department's  fund 
balance  in  the  Special  Revenue  Fund  decreased  33.5  percent 
(from  $163,862,672  to  $108,848,269). 

During  the  audit  period,  the  department's  budgeted  programs 
and  the  management  divisions  to  which  they  related  were  as 
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follows.  The  Construction  and  Preconstruction  programs  were 
combined  in  fiscal  year  1991-92. 

General  Operations  -  provided  the  overall  administrative 
support  services  essential  to  the  operations  of  the  depart- 
ment through  the  Director's  Office  and  the  Support  Ser- 
vices, Financial  Services,  Legal,  Human  Resource,  and 
Program  Development  Divisions. 

Construction  -  was  responsible  for  ensuring  that  roads  and 
bridges  were  constructed  or  reconstructed  to  appropriate 
design  standards.   It  supervised  highway  construction  from 
project  award  through  completion  and  approval  of  the 
project.  These  services  were  generally  provided  through 
the  Engineering  Division. 

Maintenance  -  was  responsible  for  preserving  and  repairing 
all  highways  and  their  appurtenances  within  the  right-of- 
way  of  interstate,  urban,  primary,  and  state-maintained 
secondary  highway  systems  in  Montana.   These  services 
were  generally  provided  through  the  Operations  Division. 

Preconstruction  -  carried  out  the  planning  stages  of  high- 
way development,  including  determining  location  and 
design,  conducting  any  necessary  public  hearings,  acquiring 
needed  right-of-way,  and  processing  highway  projects  for 
contract  award  through  the  Engineering  Division. 

State  Motor  Pool  -  operated  and  maintained  a  fleet  of 
rental  vehicles  available  to  all  state  officials  and  employees 
in  the  Helena  area  to  facilitate  the  conduct  of  official 
business.  The  service  operated  under  the  Maintenance  and 
Equipment  Bureau  of  the  Operations  Division. 

Equipment  -  was  responsible  for  the  purchase  and  mainte- 
nance of  a  fleet  of  equipment  and  vehicles  for  use  within 
the  department.  The  primary  goal  was  to  provide 
replacement  equipment  and  maintain  and  repair  existing 
equipment  in  a  cost  effective  manner.  The  Maintenance 
and  Equipment  Bureau  administered  this  program  and 
recovered  costs  through  user  fees. 

Interfund  Transfers  -  was  used  to  record  transfers  to  the 
Reconstruction  Trust  Fund  and  Highway  Bond  Debt  Ser- 
vice Funds  and  was  administered  by  the  Financial  Services 
Division. 

Stores  Inventory  -  purchased  and  stored  materials  (such  as 
sand,  road  oil,  and  gasoline)  needed  by  other  programs 
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within  the  department.   Costs  were  recovered  through 
charges  to  the  other  programs  for  materials  used.   This 
program  was  administered  by  the  Support  Services 
Division.  , 

Gross  Vehicle  Weight  (GVW)  -  provided  enforcement  of 
the  statutes  and  regulations  relating  to  vehicle  weights  on 
the  state's  highways  (Title  61,  MCA)  and  collected  gross 
vehicle  weight  fees.  This  program  was  administered  by  the 
Gross  Vehicle  Weight  Bureau  in  the  Operations  Division. 
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Prior  Audit  Recom-  The  previous  audit  for  fiscal  years  1987-88  and  1988-89 

mendations  contained  three  recommendations  still  applicable  to  the  depart- 

ment. The  department  has  implemented  two  of  the  recom- 
mendations and  partially  implemented  the  other.  The  recom- 
mendation that  was  partially  implemented  relates  to  controls  over 
equipment  usage  charges  and  is  discussed  beginning  on  page  17. 
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Workers'  Compensation  Section  39-71-701,  MCA,  states  that  "a  worker  is  eligible  for 

Benefits  temporary  total  disability  benefits  when  the  worker  suffers  a 

total  loss  of  wages  as  a  result  of  an  injury  .  .  ."  Section  39-71- 
123,  MCA,  states  that  wages  do  not  include  vacation  or  sick 
leave  benefits  accrued  but  not  paid.   However,  sick  leave  or 
vacation  benefits  which  are  paid  are  considered  wages.  Section 
39-71-736,  MCA,  specifies  "an  injured  worker  is  not  considered 
to  be  entitled  to  compensation  benefits  if  the  worker  is  receiving 
sick  leave  benefits." 

During  our  audit  of  the  Department  of  Transportation,  it  came 
to  our  attention  that  the  department  allows  any  of  its  employees 
who  are  injured  and  receiving  workers'  compensation  payments 
for  loss  of  wages  to  also  use  their  sick  and  vacation  leave.  The 
amount  of  leave  the  employee  is  allowed  to  use  is  usually  calcu- 
lated so  the  employee's  pay  for  the  leave,  when  combined  with 
workers'  compensation  for  loss  of  wages,  does  not  exceed  the 
employee's  normal  net  earnings. 

Department  personnel  indicated  the  purpose  of  allowing 
employees  to  use  sick  and  vacation  leave  was  to  cover  the 
employee  and  state  share  of  insurance  costs  and  the  employee's 
elective  deductions.  Department  personnel  stated  they  have  used 
this  procedure  for  many  years.   Although  the  department  has 
agreed  to  this  procedure  in  several  bargaining  agreements  with 
one  labor  organization  since  1976,  the  department  permitted  the 
procedure  for  any  of  its  employees. 

Based  on  information  provided  by  the  State  Compensation 
Mutual  Insurance  Fund  (SCMIF),  department  employees  filed  98 
claims  for  which  SCMIF  paid  compensation  benefits  between 
July  1,  1987  and  September  6,  1991.   The  estimated  wage  loss 
compensation  liability  and  the  compensation  paid  as  of 
September  6,  1991  for  injuries  occurring  in  the  last  four  fiscal 
years  total  $2,103,966  and  $985,800,  respectively,  as  shown 
below. 
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Table    1 

Uage  Loss  Ccapensation 

Fiscal   Year 

Number  of                  Paid  as 

Estimated 

Injury  Occurred 

Claims  Filed            of  9/6/91 

Liability 

1987-88 

25                          $467,782 

$     933,316 

1988-89 

24                            275,249 

388,428 

1989-90 

22                            141,333 

215,194 

1990-91 

27                            101.436 

567.028 

Total 
Source:       Coapi 

led 

98                          $985,800 
by  the  Office  of  the  Legislativ 

$2,103,966 

e  Auditor  frow 

State 

Cofiensation  Mutual   Insurance  Fund 

records. 

According  to  department  personnel,  most  employees  receiving 
compensation  benefits  use  sick  or  vacation  leave  as  previously 
described.   Because  state  law  requires  the  worker  to  suffer  a  total 
loss  of  wages  to  be  entitled  to  compensation  benefits,  as  much  as 
$985,800  was  paid  contrary  to  state  law  for  the  period  noted 
above.   It  was  not  practical  to  determine  the  actual  amount  of 
compensation  benefits  paid  to  workers  who  were  receiving  sick 
or  vacation  leave  benefits. 

The  department  should  comply  with  state  law.   We  discuss  this 
issue,  as  it  relates  to  SCMIF,  in  the  financial-compliance  audit 
of  the  State  Compensation  Mutual  Insurance  Fund  for  the  fiscal 
year  ended  June  30,  1991  (91-8A). 


Recommendation  #1 

We  recommend  the  department  comply  with  state  law 
regarding  use  of  sick  leave  and  vacation  benefits  in  con- 
junction with  workers'  compensation  benefits. 
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Nonaimpliance  with 
Appropriation  Bill 
Provisions 


We  noted  three  situations  where  the  department  did  not  comply 
with  the  requirements  of  House  Bill  100,  Laws  of  1989,  the 
appropriation  bill  applicable  to  the  department  during  fiscal 
years  1989-90  and  1990-91.  Two  situations  pertain  to  require- 
ments contained  in  Section  7  of  the  bill  related  to  allocating  and 
transferring  budget  authority.   The  third  situation  concerns  the 
access  requirement  contained  in  Section  1 1  of  the  bill. 


Unallocated  Budget 
Authority 


Section  7  of  House  Bill  100,  Laws  of  1989,  states  "Expenditures 
by  a  state  agency  must  be  made  in  substantial  compliance  with 
an  operating  budget  approved  by  an  approving  authority."  For 
executive  branch  agencies,  the  Office  of  Budget  and  Program 
Planning  is  the  approving  authority.  The  bill  also  states  each 
operating  budget  must  include  expenditures  for  each  program 
detailed  at  least  by  the  categories  of  personal  services,  operating 
expenses,  equipment,  benefits  and  claims,  grants,  transfers,  and 
local  assistance.  The  bill  requires  the  department  to  record  this 
operating  budget  and  any  approved  changes  on  the  Statewide 
Budgeting  and  Accounting  System  (SBAS). 


The  department  recorded  its  total  spending  authority  on  SBAS. 
However,  it  did  not  allocate  $18,376,998,  or  5.5  percent,  of  the 
authority  on  SBAS  in  accordance  with  the  department's  approved 
operating  budgets,  as  required  by  law,  for  fiscal  year  1989-90. 
Approximately  $16,000,000  of  this  unallocated  budget  authority 
was  expended.   When  expended,  the  charges  were  allocated  to 
the  appropriate  expenditure  categories.   Because  the  depart- 
ment's budget  authority  was  not  allocated  by  expenditure 
category  and  the  expenditures  were,  it  appears  on  SBAS  records 
that  the  department  overexpended  the  operating  expense 
category  in  the  Preconstruction  Program  by  $99,000  and  the 
transfers  category  in  the  Interfund  Transfers  Program  by 
$15,989,173.   However,  the  unallocated  amounts  were  sufficient 
to  cover  the  expenditures. 

The  department  complied  with  this  provision  of  House  Bill  100 
by  June  30,  1991.  The  department  should  continue  to  allocate 
budget  authority  on  SBAS  in  accordance  with  its  approved 
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operating  plan  to  improve  its  budget  reporting  to  SBAS  users  and 
to  comply  with  state  law. 


Recommendation  #2 

We  recommend  the  department  record  approved  operating 
budgets  on  SBAS  in  accordance  with  state  law. 


Personal  Services  Line  House  Bill  100,  Laws  of  1989,  placed  a  limitation  on  the  expend- 

Item  Restrictions  iture  of  funds  appropriated  for  personal  services.  Section  7  of 

the  bill  states  that  "Expenditures  by  a  state  agency  must  be  made 
in  substantial  compliance  with  an  operating  budget  approved  by 
an  approving  authority  .  .  .  Substantial  compliance  means  that  no 
category  in  the  approved  operating  budget  may  be  exceeded  by 
more  than  5%,  provided  that  no  funds  appropriated  for  personal 
services  .  .  .  may  be  expended  under  any  other  category  .  .  ." 
The  only  exceptions  to  this  requirement  were:    1)  if  the 
approving  authority  approved  a  specific  agency  request  justified 
on  the  basis  of  documented  cost  savings;  or  2)  if  an  agency  was 
unable  to  recruit  and  hire  professional  positions  funded  in  the 
appropriation  and  the  services  of  those  positions  were  necessary, 
the  agency  could  use  funds  appropriated  for  personal  services  to 
fund  an  agreement  or  contract  to  provide  those  services  up  to  the 
amount  authorized  for  the  affected  positions  less  any  required 
vacancy  savings.  The  intent  of  this  provision  was  to  ensure 
reversion  of  unused  personal  services  funds,  since  the  1989  legis- 
lature did  not  apply  any  vacancy  savings  for  the  1991  biennium. 

In  fiscal  year  1990-91,  the  department  used  unexpended  personal 
services  and  equipment  authority  to  offset  operating  expenses 
overexpenditures  in  its  Construction  program,  as  shown  below. 
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Table  2 

Fiscal  Year  1W0-91 
Coftstruction  Prograa  An>roDriation  Analysis 

Appropriation 
Category           Authority 
Personal  Services    $  19,009,375 
Operating  Expenses*    160,306,671 
Equipment              219,265 
Debt  Service             3.069 
Total            $179,538,380 

Expenditures 

$  17,442,654 

161,881,016 

150,087 

3.069 

$179,476,826 

Unexpended 
(overexpended) 
Appropriation 

Authority 

$  1,566,721 

(1,574,345) 

69,178 

0 

$   61.554 

♦Primarily  contractor  payments  for  road  construction 

Source:  Coapiled  by  the  Office  of  the  Legislative  Auditor  froM  the 
Statewide  Budgeting  and  Accounting  Systea. 

The  department  requested  a  budget  amendment  to  "allow  the 
Department  of  Transportation's  Construction  Program  to  remain 
in  compliance  with  the  Legislative  intent  of  Section  7  of  House 
Bill  100."   Due  to  the  questions  raised  by  the  Office  of  the 
Legislative  Fiscal  Analyst  over  the  amendment's  compliance  with 
state  law,  the  Legislative  Finance  Committee  rejected  the 
amendment  and  the  Office  of  the  Budget  and  Program  Planning 
did  not  process  it. 

The  department's  position  is  that  it  complied  with  the  require- 
ments of  House  Bill  100  because:    1)  the  overexpenditure  was 
less  than  5  percent  of  the  operating  expenses  category;  and  2)  no 
document  was  processed  to  move  appropriation  authority  from 
personal  services  to  operating  expenses.   Instead  of  reverting  the 
$1,566,721  of  unexpended  personal  services  authority  as  required 
by  Section  7  of  House  Bill  100,  the  department  reverted  $61,554. 
In  effect,  the  department  used  $1,505,167  of  personal  services 
authority  to  finance  operating  expenses. 

Department  personnel  stated  the  main  factor  that  resulted  in  this 
issue  is  the  nature  of  construction  itself  and  the  problems  of 
budgeting  for  it.   Department  personnel  stated  that  the  depart- 
ment is  updating  its  budgeting  system  to  be  more  accurate  by 
requesting  an  estimate  from  utility  companies  for  utility  reloca- 
lion.s  on  each  project,  allowing  the  Construction  Bureau  to 
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override  the  budgeted  estimate  if  a  contractor  is  completing 
projects  ahead  of  schedule,  and  implementing  an  updated 
estimate  system. 


Recommendation  #3 

We  recommend  the  department  implement  procedures  to 
ensure  it  complies  with  the  personal  services  reversion 


provisions  in  state  law. 


Access  Provision  Section  1 1  of  House  Bill  100,  Laws  of  1989,  required  that  con- 

tracts made  with  nonstate  entities  during  fiscal  years  1989-90 
and  1990-91  contain  a  provision  to  allow  access  to  contractor's 
records  by  the  Office  of  the  Legislative  Fiscal  Analyst  (LFA) 
and  the  Office  of  the  Legislative  Auditor  (OLA).   Section  11 
further  required  that  no  money  appropriated  by  House  Bill  100 
be  expended  for  such  a  contract  unless  it  contained  this  access 
provision.  Chapter  787,  Laws  of  1991,  codified  as  section  18-1- 
1 18,  MCA,  continues  the  requirement  that  state  agencies  may  not 
spend  money  under  a  contract  with  a  nonstate  entity  unless  the 
contract  allows  access  by  LFA  and  OLA. 

The  department's  standard  construction  contract  language  does 
not  specifically  provide  for  access  to  contractor's  records  by  the 
LFA  and  OLA.  The  department  complied  with  this  requirement 
on  other  contracts,  but  did  not  interpret  section  1 1  of  House 
Bill  100  to  apply  to  its  construction  contracts.   The  department 
expends  over  $100  million  per  fiscal  year  for  construction 
contract  payments.   According  to  section  11  of  House  Bill  100, 
Laws  of  1989,  and  section  18-1-118,  MCA,  these  expenditures 
should  not  have  been  made  unless  the  related  contracts  contained 
the  access  provision. 


Page  1 1 


Findings  and  Recommendations 


Recommendation  #4 

We  recommend  the  department  include  access  provisions  in 
contracts  in  compliance  with  state  law. 


Cash  Management 
Issues 


The  next  two  sections  note  where  the  department  can  enhance  its 
cash  management  by  monitoring  cost  overruns  on  federal 
projects  and  establishing  procedures  to  assure  all  amounts  due 
from  counties  are  received  by  the  department. 


Cost  Overruns 


On  certain  federal  aid  projects,  the  department  incurs  costs 
which  exceed  federal  agreement  amounts.   Pending  federal 
agreement,  these  project  overrun  costs  are  paid  from  state  funds. 
The  department  must  request  and  obtain  approval  of  project 
modifications  in  order  to  receive  federal  reimbursement  for 
overruns.   Department  personnel  indicated  that  the  federal 
government  generally  approves  project  modifications,  once  they 
are  submitted.  Once  a  project  modification  is  granted,  the 
department  bills  the  federal  government  for  the  federal  portion 
of  the  accumulated  costs. 


At  June  30,  1990,  the  department  accrued  $1,371,881  of  reve- 
nues and  expenditures  in  the  federal  Special  Revenue  Fund  for 
the  federal  portion  of  all  cost  overruns  paid  by  the  state.   Of  the 
81  projects  with  cost  overruns  at  June  30,  1990,  31  were  on  the 
April  1991  overrun  report  and  17  were  still  on  the  June  1991 
overrun  report.  The  department  had  not  requested  federal 
approval  for  16  of  the  17  overruns  on  the  June  1991  report.   The 
anticipated  federal  share  of  these  cost  overruns  was  $431,723  in 
April  1991  and  $301,514  in  June  1991.   Because  the  department 
funded  these  overruns,  the  state  lost  interest,  calculated  at  the 
state  treasury  investment  yield  rate,  of  approximately  $30,000  in 
fiscal  year  1990-91. 


Page  12 


Findings  and  Recommendations 


The  department  indicated  modifications  were  not  immediately 
requested  because:  (1)  it  was  the  department's  policy  to  not  seek 
approval  for  individual  overruns  under  $25,000  until  the  final 
billing  voucher  for  the  project  was  prepared,  and  (2)  the  depart- 
ment did  not  set  a  modification  request  deadline.  Several 
department  personnel  receive  cost  overrun  reports  so  they  can 
monitor  and  address  cost  overruns.  However,  the  department 
had  no  procedures  prior  to  October  1991  to  ensure  project 
modifications  were  requested,  so  the  federal  share  of  cost  over- 
runs could  be  reimbursed,  in  a  timely  manner. 

The  department  removed  the  $25,000  limit  after  June  30,  1991. 
In  October  1991,  the  department  established  a  committee  to: 
(1)  review  the  fiscal  year-end  overrun  report  each  January  and 
April,  and  (2)  request  modifications  for  all  projects  that  will  not 
be  "final  vouchered"  prior  to  fiscal  year-end. 


Recommendation  #5 

We  recommend  the  department  submit  project  modification 
requests  for  project  overruns  in  a  timely  manner. 


Collections  From  Counties  Counties  collect  a  1.5  percent  new  vehicle  sales  tax  and  certain 

GVW  fees.  State  laws  require  county  treasurers  to  remit  the  tax 
on  new  vehicles  and  the  GVW  fees,  along  with  a  county  collec- 
tion report,  to  the  state  treasurer  monthly  for  deposit  in  the 
Highways  Special  Revenue  account.  The  county  treasurers  also 
submit  a  monthly  report  to  the  Department  of  Transportation 
documenting  the  counties'  collections.   In  fiscal  years  1989-90 
and  1990-91,  the  department  received  $12,801,126  and 
$12,256,608,  respectively,  from  counties'  collections  of  the  new 
vehicle  sales  tax  and  GVW  fees. 

Because  state  laws  require  these  revenues  be  collected  for  the 
Department  of  Transportation,  the  counties  are  acting  as  a 
collection  agent  for  the  department.  Therefore,  the  department 
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should  ensure  amounts  recorded  on  SBAS  are  reasonable. 
Department  personnel  reconcile  the  information  the  counties 
report  to  SBAS,  which  ensures  all  moneys  the  counties  remitted 
to  the  state  were  recorded  in  the  Highways  Special  Revenue 
account.   The  reconciliation  does  not  ensure  all  money  due  from 
the  counties  was  remitted  to  the  state.  This,  in  turn,  could  affect 
the  department's  cash  flow  and  the  amount  of  state  funds 
available  for  matching  federal  funds  on  construction  projects. 

The  department  should  communicate,  to  the  Local  Government 
Services  Bureau  at  the  Department  of  Commerce,  its  need  for 
assurance  that  counties  collect  and  remit  all  moneys  due.  This 
bureau  is  responsible  for  administering  the  state's  Single  Audit 
Act  and  establishing  requirements  for  conducting  local 
government  audits.  The  Department  of  Transportation  could 
request  the  bureau  to  require:  (I)  county  audits  include 
procedures  to  determine  if  revenues  collected  for  the  department 
are  properly  assessed  and  remitted  to  the  state  in  a  timely 
manner;  and  (2)  issues  resulting  from  these  procedures  be 
reported  to  the  department. 


Recommendation  #6 

We  recommend  the  department  communicate  its  local 
government  audit  needs  to  the  Department  of  Commerce. 


Federal  Compliance 
Issues 


The  department  received  federal  assistance  of  $97,097,925  and 
$106,284,379  in  fiscal  years  1989-90  and  1990-91,  respectively. 
The  federal  assistance  was  primarily  for  the  Highway  Planning 
and  Construction  Program  (CFDA  #20.205).   Because  this  is  a 
major  federal  program,  we  are  required  to  test  the  department's 
controls  over  the  program  and  compliance  with  related  federal 
regulations.  To  comply  with  federal  audit  requirements,  we 
must  report  all  exceptions  regardless  of  materiality.   We  noted 
three  areas  where  the  department  could  establish  more  effective 
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controls  to  ensure  compliance  with  requirements  related  to  this 
federal  program. 


Payroll  Additive  Rates 


The  department  incurs  payroll  costs  such  as  vacation,  sick,  and 
military  leave;  jury  duty;  Public  Employee  Retirement  System 
and  union  pension  trust  contributions;  industrial  accident, 
health,  and  unemployment  insurance;  and  FICA.  These  costs  are 
recorded  on  SBAS  when  paid.  Such  costs  can  be  charged  directly 
to  the  projects  that  incurred  the  costs,  or  indirectly  through  an 
overhead  charge.   It  is  not  cost  beneficial  to  keep  track  of  these 
charges  by  project.   For  example,  vacation  and  sick  leave  may  be 
earned  by  a  construction  worker  on  several  different  projects, 
but  taken  and  paid  while  the  worker  is  on  another  project. 


The  Federal  Highway  Administration  (FHWA)  has  agreed  to 
allow  the  department  to  recover  these  overhead  costs  by  charging 
a  percentage  of  salaries  directly  chargeable  to  each  project.  This 
percentage  is  called  the  payroll  additive  rate.  There  are  several 
ways  these  rates  may  be  computed  and  applied.   However,  the 
rates  must  be  consistently  computed  and  applied  in  accordance 
with  the  method  approved  by  FHWA. 


Calculation  Errors 


We  reviewed  the  department's  calculation  of  the  payroll  additive 
rates  for  fiscal  years  1989-90  and  1990-91  to  determine  if  the 
rates  were  calculated  in  accordance  with  the  procedures 
approved  by  the  FHWA.   We  found  the  department  followed  the 
procedures  described  except  for  (1)  making  a  $199,000 
mathematical  error  in  calculating  the  overrecovery  from  fiscal 
year  1988-89;  (2)  using  a  two  year,  rather  than  three  year, 
average  when  calculating  estimated  leave  taken  for  fiscal  year 
1990-91;  and  (3)  subtracting  the  estimated  union  pension  trust 
amounts  of  $328,686  and  $47,435,  from  the  allocation  base  for 
fiscal  years  1989-90  and  1990-91,  respectively. 


As  a  result  of  these  deviations  from  the  written  procedures,  the 
rates  were  miscalculated  as  shown  below. 
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Table  3 

Payroll  Additive  Rates 

1 

Fiscal  Year  and                Calculated 

Correct 

Accounting  Entity                Rate 

Rate 

Fiscal  Year  1989-90: 

Special  Revenue  Fund             39.67X 

39.93% 

Equipment  Bureau               45.94% 

45.30% 

Motor  Pool                   37.02X 

35.65% 

Fiscal  Year  1990-91: 

Special  Revenue  Fund            38.34X 

38.65% 

Equipment  Bureau              49.76X 

48.86% 

Motor  Pool                    59.37X 

57.20% 

Source:    Conpiled  by  the  Office  of  the  Legislative 

Auditor  froM 

DepartMent  of  Transportation  records. 

Allocation  Base 


As  previously  noted,  the  written  procedures  state  the  allocation 
base  should  be  budgeted  salaries  less  estimated  leave  taken.  The 
department  consistently  used  budgeted  regular  salaries  and 
excluded  overtime  and  differential  pay  when  calculating  the 
allocation  base.   However,  the  department  applied  the  rate  calcu- 
lated with  this  base  to  all  salaries,  including  overtime  and 
differential  pay.  Because  the  department  applied  the  rate  to  a 
larger  base  than  that  used  to  calculate  the  rate,  the  department 
overrecovered  overhead  payroll  costs  from  the  federal  govern- 
ment. 


The  department  recovered  $6,646,912  and  $6,658,977  in  Special 
Revenue  Fund  payroll  overhead  costs  in  fiscal  years  1989-90  and 
1990-91,  respectively.   Had  the  department  applied  the  correct 
rates  to  the  allocation  base  described  in  its  written  procedures,  it 
would  have  recovered  approximately  $900,000  less  in  fiscal  year 
1989-90  and  $800,000  less  in  fiscal  year  1990-91  from  the 
FHWA.  Since  the  department's  procedures  require  it  to  carry 
forward  cumulative  overrecoveries  or  underrecoveries  from 
previous  years,  the  situation  should  be  corrected  in  future  rate 
calculations. 


Summary 


Because  the  employees  who  calculated  the  payroll  additive  rates 
for  fiscal  years  1989-90  and  1990-91  no  longer  work  for  the 
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department,  department  personnel  could  not  tell  us  why  these 
errors  occurred.   We  noted  the  payroll  additive  rate  calculations 
were  numerous,  nonrepetitive,  and  performed  manually. 
Although  such  calculations  are  prone  to  error,  they  did  not 
appear  to  have  been  reviewed.  The  department  should  imple- 
ment more  effective  procedures,  including  supervisory  review, 
to  ensure  the  rate  is  calculated  accurately  and  in  accordance  with 
written  procedures.  The  department  could  also  develop  an 
automated  spreadsheet  to  improve  calculation  accuracy.   When 
establishing  and  applying  the  rate  in  the  future,  the  department 
should  ensure  that  the  base  to  which  the  rate  is  applied  for 
billing  purposes  is  the  same  as  the  base  which  was  used  to 
establish  the  rate. 


Recommendation  #7 

We  recommend  the  department: 

A.  Implement  procedures,  including  supervisory  review, 
to  ensure  the  payroll  additive  rate  is  calculated 
accurately  and  in  accordance  with  written  procedures. 

B.  Apply  the  payroll  additive  rate  to  the  same  base  that 
was  used  to  calculate  the  rate. 


Equipment  Usage  Charges  The  department's  Equipment  Management  System  is  designed  to 

provide  management  information  and  charge  projects  for  equip- 
ment use.  The  department  charged  $924,012  and  $926,652  for 
equipment  use  on  projects  financed  partly  with  federal  funds  in 
fiscal  years  1989-90  and  1990-91,  respectively.   Approximately 
80  percent  of  these  charges  are  reimbursable  federal  expendi- 
tures.  Federal  regulations  require  the  accounting  records  be 
supported  by  source  documentation,  such  as  time  records  and 
operator  usage  reports. 

The  input  for  this  system  is  an  operator  usage  report  completed 
for  each  equipment  unit  each  biweekly  pay  period.  The  report 
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details  the  hours  the  equipment  unit  was  used  by  project,  day, 
and  operator,  as  well  as  the  odometer  or  hourmeter  reading  at 
the  beginning  and  ending  of  the  pay  period.  The  hours  the 
equipment  was  operated  is  used  to  prorate  the  usage  from  the 
meter  readings  to  the  various  projects  charged. 

Department  policy  requires  supervisors  review  and  initial  the 
operator  usage  reports  to  indicate  the  approval  of  charges  to  the 
various  projects.  This  review  and  approval  is  designed  to  ensure 
accurate  charges  to  projects  on  which  the  equipment  was  used. 
We  have  recommended  in  the  previous  two  audits  of  the 
department  that  the  department  implement  policies  requiring 
review  and  approval  of  operator  usage  reports. 

Our  sample  testing  of  equipment  usage  transactions  from  fiscal 
years  1989-90  and  1990-91  revealed  that  41  operator  usage 
reports  out  of  1 10  tested  were  not  signed  and  an  additional  23 
were  initialled  by  someone  other  than  the  supervisor  who  signed 
the  operator's  time  sheet.   Department  personnel  indicated  they 
had  designed  a  new  operator  usage  form  with  a  specific  space  to 
document  supervisory  review,  but  that  some  districts  continued 
to  use  the  old  form  until  supplies  of  the  form  ran  out.   None  of 
the  1 10  operator  usage  reports  we  reviewed  had  a  specific  space 
to  document  supervisory  review. 

We  also  found  20  charges  to  projects  out  of  136  tested  were  not 
supported  by  the  operator  usage  reports  which  generated  the 
transactions.   For  example,  we  observed  mathematical  errors  in 
totalling  hours  by  project,  which  affected  the  allocation  of 
charges  to  projects.  These  20  transactions  resulted  in  13  projects 
being  overbilled  $296.68  and  7  projects  being  underbilled 
$288.95.   Department  personnel  attributed  the  errors  to  turnover 
in  data  entry  and  accounting  personnel  and  the  volume  of 
operator  usage  reports  they  have  to  input. 

We  compared  operator  usage  reports  to  the  operators'  weekly 
time  sheets  for  the  related  pay  period  and  noted  discrepancies 
for  78  of  the  135  transactions  tested.   The  most  frequent 
discrepancies  include  reporting  an  operator  used  an  equipment 
unit  on  a  day  the  operator  was  on  holiday,  vacation,  or  sick  leave 
and  charging  more  hours  of  equipment  usage  on  a  project  for  a 
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day  than  the  operator  charged  to  the  project  that  day  on  the  time 
summary.   In  some  instances  it  appeared  that  the  time  sheet  and 
operator  usage  report  originally  agreed,  but  one  or  the  other  was 
changed  by  the  supervisor.   If  a  change  is  made  to  one  of  these 
documents,  the  supervisor  should  check  the  other  document  for 
similar  errors. 

It  takes  time  to  complete,  review,  and  input  data  from  the 
operator  usage  reports  and  it  appears  the  data  may  not  be 
accurate.   If  the  department  continues  with  this  method  of 
charging  projects  for  equipment  usage,  it  should  implement 
more  effective  control  procedures,  such  as  supervisory  review 
and  approval  of  operator  usage  reports  and  comparisons  of 
operator  usage  reports  to  time  sheets,  to  improve  the  accuracy  of 
information  recorded  on  the  operator  usage  report  and  input  to 
the  Equipment  Management  System.   In  our  performance  audit 
report  on  the  department's  Equipment  Operations  Program  and 
Motor  Pool  (91P-28),  we  discuss  the  department's  need  to  revise 
its  Equipment  Management  System. 


Recommendation  #8 

We  recommend  the  department  fully  implement  effective 
control  procedures  to  ensure  equipment  usage  charges  are 
proper  and  adequately  supported. 


Incorrect  Federal  Billings 


Project  Prorata  Errors 


The  department  receives  notification  from  FHWA  of  agreements 
to  participate  in  specific  projects  and  the  amount  FHWA  will 
share  in  each  project.   Accounting  personnel  calculate  the 
percentage  of  the  federal  share  and  enter  this  percentage,  or 
"prorata",  on  the  Billing  Voucher  system  so  FHWA  can  be  billed 
for  its  share  of  each  project. 
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During  our  testing  of  32  projects,  we  noted  incorrect  proratas 
were  used  for  two  of  the  projects.  One  of  these  errors  was 
identified  in  a  March  1990  letter,  in  which  FHWA  notified  the 
department  of  32  prorata  errors  on  the  February  27,  1990  billing 
voucher.   FHWA  personnel  indicated  in  the  letter  that,  although 
most  of  the  errors  did  not  seriously  impact  the  billing  process, 
there  were  many  errors  that  should  not  happen. 

Department  personnel  corrected  the  proratas  after  the  errors 
were  brought  to  their  attention.  The  differences  in  the  proratas 
used  and  the  correct  proratas  was  as  much  as  1 1.49  percent.  The 
cumulative  effect  of  the  errors  identified  was  an  underbilling  of 
$24,532  for  16  projects,  an  overbilling  of  $9,314  on  12  projects, 
and  no  effect  on  5  projects. 


Contractor  Payment 
Coding  Errors 


As  part  of  the  contractor  payment  process,  the  accounts  payable 
section  codes  the  payment  document.  The  payment  document  is 
approved  in  construction  by  the  contractor  payment  section. 
Part  of  the  coding  involves  designating  the  class  of  the  project, 
which  signifies  whether  FHWA  is  participating  in  the  project. 
We  noted  one  contractor  payment  that  was  improperly  coded  in 
accounting  and  the  error  was  not  subsequently  detected.   As  a 
result,  the  department  requested  and  received  reimbursement  for 
91.20  percent,  or  $60,013,  of  the  project  costs  from  FHWA 
although  the  project  was  100  percent  state  funded.  The  initial 
error  of  $56,181  occurred  September  20,  1990  and  was  not 
corrected  until  June  28,  1991,  so  FHWA  was  overbilled  for  9 
months  on  this  project. 


Summary 


Department  personnel  stated  the  errors  may  have  occurred 
because  of  keypunch  errors  when  the  proratas  were  input  and 
because  of  a  misunderstanding  between  accounts  payable  and  the 
contractor  payment  section  regarding  which  is  responsible  for 
properly  coding  contractor  payments.   Department  personnel 
indicated  they  rely  on  FHWA,  and  on  the  department's  final 
project  review,  to  identify  such  errors.   It  is  the  department's 
responsibility  to  establish  and  maintain  an  effective  internal 
control  structure,  including  internal  controls  used  in  administer- 
ing federal  financial  assistance  programs.  The  department 
should  establish  procedures,  such  as  supervisory  review,  to 
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ensure  proratas  are  input  accurately.  The  department  should 
clearly  fix  responsibility  for  coding  contractor  payments. 


Recommendation  #9 

We  recommend  the  department: 

A.  Establish  control  procedures  for  preventing  and 
detecting  prorata  input  errors. 

B.  Clearly  fix  responsibility  for  preventing  and  detecting 
contractor  payment  coding  errors. 


Accoanting  Issues  The  department's  financial  information  is  used  by  department 

personnel  and  legislators  to  manage  and  establish  funding  levels 
for  the  department.  Section  17-1-102(4),  MCA,  states,  "All  state 
agencies  .  .  .  shall  input  all  necessary  transactions  to  the  account- 
ing system  .  .  .  before  the  accounts  are  closed  at  the  end  of  the 
fiscal  year  in  order  to  present  the  receipt,  use,  and  disposition  of 
all  money  and  property  for  which  the  agency  is  accountable  in 
accordance  with  generally  accepted  accounting  principles  .  .  ." 
In  addition,  the  Department  of  Administration,  Accounting  and 
Management  Support  Division,  establishes  state  accounting 
policy  as  outlined  in  the  Montana  Operations  Manual  (MOM). 
Accounting  for  financial  activity  in  accordance  with  these 
requirements  improves  the  quality,  consistency,  and  compar- 
ability of  the  resulting  financial  information  within  and  between 
state  agencies.  The  following  sections  discuss  instances  where 
the  department  did  not  comply  with  state  accounting  policy  and 
law. 
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Revenue  and  Expenditure 
Classifications 


We  reviewed  the  department's  revenue  and  expenditure  classifi- 
cations for  compliance  witii  state  policy  (MOM  ICC  Index). 
State  policy  guidelines  were  established  to  help  the  state 
categorize  financial  activity  according  to  generally  accepted 
accounting  principles,  as  required  by  state  law.  Recording 
activity  in  accordance  with  state  accounting  policy  would  reflect 
the  department's  operations  more  clearly  to  lay  users  of  the 
department's  financial  information  on  the  state's  accounting 
system  (SBAS).   During  our  review,  we  questioned  the  following 
classifications  of  expenditure  and  revenue  activity. 


Purchases  and  Sales  of 
Stores  Program  Inventory 


The  department  purchases  gravel,  sand,  road  oil,  and  other 
materials  to  be  used  in  the  maintenance  of  state  highways.   In 
fiscal  year  1989-90,  the  department  charged  the  Stores  Program's 
purchases  of  inventory  as  Repair  and  Maintenance  expenditures. 
When  the  inventory  was  used  by  other  programs,  such  as  the 
Maintenance  Program,  the  department  charged  Repair  and 
Maintenance  expenditures  in  the  user's  program  and  recorded  a 
Charges  for  Services  revenue  in  the  Stores  Program. 


Under  state  accounting  policy,  the  initial  inventory  purchases 
should  be  classified  as  Goods  Purchased  for  Resale  expenditures. 
The  expenditure  for  the  use  of  the  inventory  recorded  in  the 
Maintenance  Program  was  properly  classified  as  a  Repair  and 
Maintenance  expenditure.   However,  the  related  revenue  should 
have  been  classified  as  a  Sale  of  Documents,  Merchandise,  and 
Property  since  it  was  a  product,  not  a  service,  that  was  sold. 

As  a  result  of  these  misclassifications.  Charges  for  Services 
revenue  was  overstated  and  Sale  of  Documents,  Merchandise, 
and  Property  revenue  understated  by  $13,605,350  in  the  Special 
Revenue  Fund  in  fiscal  year  1989-90.   In  the  same  fund  and 
fiscal  year.  Repair  and  Maintenance  expenditures  were 
overstated  and  Goods  Purchased  for  Resale  expenditures  were 
understated  by  $9,473,344  in  the  Stores  Program.   The 
department  properly  recorded  all  but  $33,661  of  this  activity  in 
its  fiscal  year-end  1991  SBAS  records. 

Recording  expenditures  for  the  initial  inventory  purchases  and 
expenditures  and  revenue  for  the  use  of  the  inventory  by  (sale 
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to)  other  programs  results  in  expenditures  being  recorded  twice 
in  the  same  accounting  entity,  thus  inflating  Special  Revenue 
Fund  expenditures  and  revenues,  and  the  related  budgets. 
Section  17-2-107(1),  MCA,  requires  the  Department  of  Admin- 
istration to  adopt  the  necessary  procedures  to  insure  that 
interdepartmental  or  intradepartmental  transfers  of  money  or 
loans  do  not  result  in  inflation  of  figures  reflecting  total 
government  costs  and  revenues. 

The  department  should  consider  whether  there  is  a  need  to 
record  both  the  purchase  of  goods  for  resale  and  the  use  of  the 
inventory  for  repairs  and  maintenance.   Department  personnel 
indicated  there  was  a  need  to  control  the  amount  spent  for  both 
activities.   We  agree,  but  believe  there  may  be  more  effective 
alternatives.   For  example,  the  department  could  record  the 
purchase  of  inventory  in  the  Stores  Inventory  Program  on  SBAS 
and  charge  inventory  use  out  to  projects  on  the  department's  cost 
accounting  system,  but  not  on  SBAS.  The  department  should 
research  whether  there  is  a  more  efficient  alternative  for 
recording  this  financial  activity  that  meets  the  department's 
management  information  and  control  needs  and  implement 
changes  as  appropriate. 

Licenses  and  Permits  vs.  The  department  receives  money  from  various  GVW  fees  and 

Taxes  Revenue  permits.   All  the  money  from  these  revenue  sources  was  associ- 

ated with  the  Taxes  revenue  class  in  fiscal  years  1989-90  and 
1990-91.   In  accordance  with  state  policy,  most  of  the  GVW  fees 
should  be  classified  as  Licenses  and  Permits  or  Charges  for 
Services  revenue.   As  a  result.  Taxes  revenue  was  overstated  by 
$9,087,663  and  $8,176,325,  Licenses  and  Permits  revenue  was 
understated  by  $9,007,328  and  $8,108,073,  and  Charges  for 
Services  revenue  was  understated  by  $80,335  and  $68,252  on 
SBAS  in  fiscal  years  1989-90  and  1990-91,  respectively. 

Department  personnel  indicated  all  GVW  revenue  objects  were 
classified  as  Taxes  and  accounted  for  under  the  same  revenue 
estimate  and  responsibility  center  number  for  ease  in  tracking 
similar  revenues.  Classifying  the  revenues  properly  would 
require  one  more  revenue  estimate,  but  the  revenues  could  still 
be  recorded  in  one  responsibility  center. 
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Equipment  vs.  Operating 
Expenses 


State  accounting  policy  requires  purchases  of  "new  and  replace- 
ment equipment  which  is  of  a  nonconsumable  nature  and  has  an 
estimated  life  of  more  than  one  year"  be  classified  as  equipment 
expenditures.  State  accounting  policy  also  states  that  operating 
expenses  do  "not  include  the  purchase  of  assets  intended  for 
long-continued  use  or  possession."  State  policy  defines  minor 
property  as  property  having  a  unit  cost  of  at  least  $25  but  less 
than  $1,000  and  major  equipment  as  property  having  a  unit  cost 
of  $1,000  or  more. 


Beginning  in  fiscal  year  1990-91,  the  department  classified 
equipment  purchases  (such  as  desks)  as  operating  expenses  if  the 
purchases  were  less  than  $1,000  and  as  equipment  if  the 
purchases  were  greater  than  $1,000.   As  a  result,  equipment 
expenditures  may  be  understated  and  operating  expenses  over- 
stated by  as  much  as  $256,000  in  fiscal  year  1990-91. 

Department  personnel  stated  their  system  is  set  up  so  that 
purchases  coded  to  the  equipment  classification  must  be  given  a 
property  number  before  a  claim  is  paid.   Under  state  accounting 
policy,  the  department  is  not  required  to  maintain  property 
accountability  for  equipment  costing  less  than  $1,000,  so  the 
department  does  not  assign  a  property  number  to  equipment 
costing  less  than  $1,000.   Department  personnel  indicated  that 
accounting  for  the  equipment  costing  less  than  $1,000  as  operat- 
ing expenses  is  the  most  efficient  way  to  maintain  their  property 
accountability  system.  They  also  indicated  this  accounting 
method  is  more  practical  for  budgeting  purposes  since  equipment 
is  budgeted  from  a  base  of  zero  and  operating  expenses  are 
budgeted  by  applying  an  inflationary  rate  to  the  base  year's 
expenditures. 


Summary 


To  comply  with  state  accounting  law  and  policy  and  to  make  its 
financial  data  more  consistent  and  comparable  with  other  state 
agencies,  department  personnel  should  correct  the  misclassifi- 
cations  noted  above.  The  department  should  periodically  review 
its  accounting  records  and  financial  activity  in  conjunction  with 
state  accounting  law  and  policy  to  evaluate  whether  the  depart- 
ment properly  records  its  activity  on  SBAS.    Department 
personnel  should  work  with  the  Department  of  Administration's 
Accounting  and  Management  Support  Division  when  they 
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disagree  with  state  policy  or  when  questions  arise  concerning 
appropriate  classification  of  revenues  and  expenditures. 


Recommendation  #10 

We  recommend  the  department: 

A.  Establish  procedures  to  ensure  revenue  and  expendi- 
ture activity  is  classified  properly  in  accordance  with 
state  law  and  accounting  policy. 

B.  Research  whether  there  is  a  more  efficient  alternative 
for  recording  financial  activity  related  to  the 
purchase  and  use  of  raw  materials  and  implement 
changes  as  appropriate. 


Accruals 


The  next  two  sections  discuss  instances  where  the  department 
did  not  record  accruals  in  accordance  with  state  accounting 
policy. 


Excess  Investment  Yield 
Rebate 


The  department  sold  $150  million  in  revenue  bonds  in  April 
1987.   Approximately  $70  million  of  the  proceeds  from  these 
bonds  was  used  to  refund  the  department's  Series  1983  Highway 
Revenue  Bonds  and  Series  1985  Highway  Revenue  Bond  Antici- 
pation Notes.  The  remaining  $80  million  in  proceeds  was  to  be 
used  for  financing  the  construction,  reconstruction,  and  repair  of 
highways  within  the  state.   According  to  the  "Certificate  as  to 
Arbitrage"  signed  by  a  department  official,  the  department 
expected  to  spend  the  bond  proceeds  within  three  years.  If  the 
department  could  not  spend  the  proceeds  within  three  years,  it 
had  to  provide  the  Board  of  Examiners  with  a  list  of  construc- 
tion projects  which  would  be  completed  in  a  relatively  short 
period  of  time  in  order  to  continue  to  use  the  proceeds  for 
construction.  The  department  provided  the  Board  of  Examiners 
with  a  list  of  construction  projects  on  June  19,  1990  and  spent  all 
of  the  bond  proceeds  by  October  1990. 
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According  to  federal  regulations  and  the  "Certificate  as  to 
Arbitrage,"  the  department  could  invest  the  proceeds  at  a  rate 
higher  than  the  interest  rate  paid  to  the  bondholders 
(6.8257  percent)  during  the  initial  three-year  period  ended 
April  27,  1990,  but  not  afterwards.  The  department  invested  the 
proceeds  at  a  rate  of  interest  higher  than  6.8257  percent  until 
June  20,  1990.   Department  personnel  indicated  the  proceeds 
were  initially  invested  at  a  higher  rate  because  department  and 
Board  of  Investments  personnel  were  not  aware  of  any  invest- 
ment vehicle  that  would  allow  them  to  stay  within  the  yield 
restriction  limit  and  provide  the  liquidity  necessary  for  the 
department  to  meet  the  unpredictable  amount  of  obligations  to 
contractors  as  construction  progressed.   In  May  1990,  department 
personnel  met  with  the  state's  bond  counsel.  The  bond  counsel 
advised  the  department  to  invest  in  the  "slug  market"  (Treasury 
Time  Deposit  Securities).  The  board  liquidated  the  investments 
on  May  31,  1990.   It  took  20  days  for  the  Board  of  Investments 
to  complete  the  subscription  process  necessary  to  participate  in 
the  slug  market.  During  this  time,  the  proceeds  were  invested 
with  other  treasury  funds. 

Federal  regulations  require  the  department  to  compute  a  rebate 
to  the  federal  government  for  exceeding  the  yield  restriction 
from  the  time  the  bonds  were  sold  as  of  the  last  day  of  the  fifth 
bond  year,  which  is  April  27,  1992.   The  department  estimated 
and  recorded  on  SBAS  a  bond  rebate  liability  of  $2,597,332,  but 
plans  to  have  the  state's  current  bond  counsel  calculate  the  rebate 
amount. 

A  liability  for  the  rebate  was  not  recorded  on  SBAS  until  fiscal 
year-end  1991.   Department  personnel  indicated  they  had  not 
recorded  a  liability  for  the  rebate  prior  to  fiscal  year-end  1991 
because  they  did  not  have  all  the  information  necessary  to 
calculate  the  rebate.   Under  generally  accepted  accounting 
principles  and  state  accounting  law  and  policy,  a  liability  should 
be  recorded  if  it  can  be  reasonably  estimated.   We  believe 
sufficient  information  was  available  at  June  30,  1990  for  the 
department  to  reasonably  estimate  the  rebate  liability. 
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Recommendation  #11 

We  recommend  the  department  accrue  iiablUties  in  com- 
pliance with  state  accounting  law  and  policies. 


Coal  Board  Transfer  The  department  receives  reimbursement  from  the  Department  of 

Commerce's  Coal  Board  for  the  state  share  of  highway  construc- 
tion expenditures  on  the  Busby-E>ecker  project.  The  Depart- 
ment of  Transportation  incurred  expenditures  of  $1,164,596  in 
fiscal  year  1989-90,  but  recorded  only  $1,032,929  of  related 
Transfers  In  from  the  Department  of  Commerce.   Under  state 
law,  the  department  should  have  accrued  an  additional  $131,667 
of  Transfers  In  to  match  the  expenditures. 

Department  personnel  accrued  Transfers  In  at  fiscal  year-end  for 
the  amount  billed  to  the  Department  of  Commerce,  which  was 
based  on  expenditures  through  June  1990,  but  did  not  accrue 
Transfers  In  for  the  $131,667  of  expenditures  incurred  but  not 
yet  billed  to  the  Department  of  Commerce.  The  $131,667  was 
recorded  as  Transfers  In  during  fiscal  year  1990-91,  when  it  was 
billed  to  the  Department  of  Commerce. 

As  a  result.  Transfers  In  and  the  related  receivable  from  the 
Department  of  Commerce  were  understated  by  $131,667  in  the 
Department  of  Transportation's  Special  Revenue  Fund  in  fiscal 
year  1989-90  and  Transfers  In  was  overstated  by  $131,667  in 
fiscal  year  1990-91. 


Recommendation  #12 

We  recommend  the  department  accrue  transfers  in  accor- 
dance with  state  law. 
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Summary  of  Independent  Auditor's  Report 


Summary  of  Indepen-  The  financial  schedules  were  prepared  from  the  Statewide 

dent  Auditor's  Report  Budgeting  and  Accounting  System  (SBAS)  without  adjustments 

for  errors.  The  following  independent  auditor's  report  issued  on 
the  financial  schedules  in  this  report  is  intended  to  convey  to  the 
reader  of  the  financial  schedules  contained  the  degree  of  reliance 
that  can  be  placed  on  the  amounts  presented. 

We  issued  an  unqualified  opinion  on  the  financial  schedules  for 
each  of  the  two  fiscal  years  ended  June  30,  1990  and  1991.  This 
means  the  financial  schedules  presented  are  fairly  stated  in  all 
material  respects  and  the  user  may  place  reliance  on  the 
information  presented. 
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INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of  Transporta- 
tion for  each  of  the  two  years  ended  June  30,  1990  and  1991,  as  shown  on  pages  32  through  41. 
The  information  contained  in  these  schedules  is  the  responsibility  of  the  department's  manage- 
ment. Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of 
accounting  other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to 
be  a  complete  presentation  and  disclosure  of  the  department's  assets,  liabilities,  and  cash  flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fund  balances  of  the  Department  of 
Transportation  for  the  two  years  ended  June  30,  1990  and  1991,  in  conformity  with  the  basis  of 
accounting  described  in  Note  1. 

As  discussed  in  Note  2,  th^  department  changed  certain  revenue  and  expenditure  classifi- 
cations in  fiscal  year  1990-91  to  conform  with  state  accounting  policy. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


October  31,  1991 
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DEPARTMENT  OF  TRANSPORTATION 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TUG  FISCAL  YEARS  ENDED  JUNE  30.  1991 


FUND  BALANCE:  July  1,  1989 

ADDITIONS 
Fiscal  Year  1989-90 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Cash  Transfers  In  (Note  7) 
Prior  Year  Revenue  Adjustments 
Direct  Entries  to  Fund  Balance 

Fiscal  Year  1990-91 

Budgeted  Revenue  &  Transfers  In 

Nonbudgeted  Revenue  &  Transfers  In 

Cash  Transfers  In  (Note  7) 

Prior  Year  Transfers  In 

Prior  Year  Revenue  Adjustments 

Direct  Entries  to  Fund  Balance 

Total  Additions 

REDUCTIONS 
Fiscal  Year  1989-90 
Budgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditure  Adjustments 
Nonbudgeted  Prior  Year  Expenditure 
Adjustments 
Direct  Entries  to  Fund  Balance 

Fiscal  Year  1990-91 
Budgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditure  Adjustments 
Nonbudgeted  Prior  Year  Expenditure 
Adjustments 
Direct  Entries  to  Fund  Balance 
Total  Deductions 

FUND  BALANCE:  June  30,  1991 


Special 
Revenue 
Funds  ^ 

Debt 

Service 

Funds 

$10,742,804 

Internal 
Service  . 
Funds  '■ 

Expendable 
Trust 
Funds 

$163,862,672 

$35,620,359 

$233,984 

178,908,157 
24,910 
103,142,235 
(86,319) 

10,650,213^ 

12,701,829 

(553) 

2,407 

18,422 

188,508,612 

97,925,933 
131,667 
(213,829) 

228.856 

410,980, 
10,343,781' 

17.222 
21.422.196 

14,250,196 
(3,966) 

15,918 

568.570.222 

26.949.913 

34.340 

297,130,450 
24,910 
(52,791) 

10,644,083^ 

14,122,444 
(637,044) 
12,831 

(908,538) 

49,301 

437,532 

327,900,649 
(1,856,125) 

623.584.625 
$108.848.269 


10,647,833' 

21.291.916 
$10.873.084 


14,506,880 
(784,429) 
1,444 

(1,238,199) 
9.132 
25.084.521 

$37,485,751 


See  Notes  5  and  6. 
See  Note  6. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
is  provided  in  the  notes  to  the  financial  schedules  on  pages  36  through  41. 


Additional  information 
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DEPARTMENT  OF  TRANSPORTATION 
SCHEDULE  OF  BUDGETED  REVENUE  AND  TRANSFERS  IN  BY  CLASS  AND  FUND  -  ESTIMATE  AND  ACTUAL 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1991 


Fiscal  Year  1990-91 
SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


Licenses 

and 
Permits 


Taxes 


Charges 

For 
Services 


Investment 
Earnings 


$15,832,000   $7,910,000   $   860,500   $  848,125 
16.652.775    8.185.753     1.484.203     725.549 


820.775 


$  275.753 


$   623.703   $  (122.576) 


$13,792,124 
13.810.100 


17.976 


$  380,000 
410.980 

30,980 


Sale  of 
Documents  & 
Merchandise 


Rentals, 
Leases  & 
Roya 1 1  i  es 


284,500 
439.886 


155.386 


Miscellaneous 


Grants, 
Contracts, 
&  Donations 


Other 
F  i  nanc  i  ng 
Sources 


Federal 


Total 


$12,894,300  $100,000      $350,000 
13,050^297    86.484       301.979 


$  45,000 
210 


$  178,603    $48,284,097   $116,763,880   $204,021,505 
177.239     41.559.954    106.284.379    188.508.612 

$  (1.364)   $(6.724.143)  $(10.479.501)  $(15.512.893) 


$   380,000 
410.980 


$     30.980 


$  14,121,624 
14.250.196 


128.572 


Fiscal  Year  1989-90 


SPECIAL  REVENUE  FUNDS 

Estimated  Revenue 

$16,587,300 

$8,288,000 

$15,503,436 

$4,422,846 

$153,270 

$100,863 

$399,950 

$  294,157 

Actual  Revenue 

17.314.355 

9,097,651 

16,707,630 

3.930.434 

160.705 

89.316 

477,293 

115,554 

Collections  Over 

(Under)  Estimate 

$   727.055 

$  809.651 

$  1.204.194 

$  (492,412) 

$  7.435 

$(11,547) 

$  77.343 

$^178,603 

INTERNAL  SERVICE  FUNDS 

Estimated  Revenue 

$13,060,704 

$418,650 

Actual  Revenue 

12,303.735 

398.094 

Collections  Over 

(Under)  Estimate 

$  (756.969) 

$(20,556) 

$30,730,956   $115,224,348   $191,705,126 
33,917^294    97.097.925    178.908.157 


$(178.603)   $  3.186.338   $(18.126.423)  $(12.796.969) 


$  13,479,354 
12.701.829 

$   (777.525) 


.  See  Notes  2  and  6. 
^     See  Note  6. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  36  through  41. 
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DEPARTMENT  OF  TRANSPORTATION 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT  BY  OBJECT  AND  FUND 


BUDGET  AND  ACTUAL 

. 

FOR 

THE  FISCAL  YEAR 

ENDED  JUNE  30. 

1991 

General 

State 

Interfund      Stores 
Transfers    Inventory 

Operations 

Construction 

Maintenance 

Preconstruction 

Motor  Pool 

Equipment 

GVW 

Total 

PERSONAL  SERVICES 

Salaries 

$  3,820,008 

$  14,044,421 

$16,084,000 

$  5,642,125 

$  108,590 

$  2,912,372 

$2,237,087 

$  44,848,603 

Other  Compensation 

5,600 

5,600 

Employee  Benefits 

867.582 

3.382.728 

4.663.214 

1.267.758 

31.047 

852,577 

590.497 

11.655.403 

Total 

4,693,190 

17.427.149 

20.747.214 

6.909,883 

139.637 

3.764.949 

2.827.584 

56.509.606 

OPERATING  EXPENSES 

Other  Services 

1,662,216 

156,744,283 

1,369,038 

2,506,607 

36,083 

230,722 

33.897 

162,582,846 

Supplies  &  Materials 

441,996 

434,746 

806,220 

113,470 

161,264 

2,713,601 

$    10,837 

43.748 

4,725,882 

Conmuni  cat  ions 

253,370 

341,256 

186,829 

76,422 

1,090 

9,315 

(156) 

55.962 

924,088 

Travel 

194,281 

1,147,011 

113,633 

288,570 

365 

46,735 

93.518 

1,884,113 

Rent 

130,357 

1,761,811 

10,266,619 

4,894 

4,038 

6,824 

5.637 

140,498 

12,320,678 

Utilities 

5,126 

24,888 

1,551,774 

5,194 

39,785 

(5,481) 

47,315 

1,668,601 

Repair  &  Maintenance 

105,150 

193,000 

10,378,807 

2,718 

28,997 

1,790,724 

(10.837) 

64,775 

12.553,334 

Other  Expenses 

73,249 

84,932 

62,288 

53,686 

1,006 

38,213 

(713) 

82,936 

395,597 

Goods  Purchased  For  Resale 

13.289.106 
13.288.393 

13,289,106 

Total 

2.865.745 

160.731.927 

24,735.208 

3.046,367 

238.037 

4.875.919 

562.649 

210.344.245 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

166.335 

150.087 

258.941 

83.232 

559.746 

4,928,592 

19.316 

6.166.249 

Total 

166.335 

150.087 

258.941 

83.232 

559.746 

4,928.592 

19.316 

6.166.249 

CAPITAL  OUTLAY 

Land  &  Interest  In  Land 

73,212 

4,748,666 

4.821.878 

Bui Idings 

48.866 
122.078 

76.437 
76.437 

125.303 

Total 

4.748.666 

4.947.181 

GRANTS 

From  State  Sources 

14.219.990 

14,219.990 

Total 

14.219.990 

14.219.990 

TRANSFERS 
Accounting  Entity  Transfers 
Total 


$50,194,627 
50,194.627 


50.194.627 
50.194.627 


DEBT  SERVICE 
Bonds 
Leases 

Installment  Purchases 
Total 


16,004 
6.558 


22.562 


3.069 


3,069 


16,004 
3,069 
6.558 


25.631 


TOTAL  PROGRAM  EXPENDITURES 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$21.967.822 


$22,278,009 

21.967.822 

$   310.187 


$178.312.232    $45.863.441 


$178,373,784 

178.312.232 

$  61.552 


$46,591,019 

45.863.441 

$       727.578 


$14.788,148 


$17,766,738 

14.788,148 

$  2,978,590 


937.420 


$13.569.460 


$50 J  94,627      $13.288.393 

$13,567,588 

13.288.393 

$       279.195 


$54,014,847 

50.194.627 

$  3.820.220 


$3,485,986 


$3,802,633 

3.485,986 

$     316,647 


$342.407.529 


$336,394,618 

327.900.649 

$     8.493.969 


INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


$1,027,166 

937.420 

$   89.746 


$14,092,483 

13,569.460 

$   523,023 


%   15,119.649 

14.506.880 

$    612,769 


See  Notes  2  and  6. 
See  Note  6. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  36  through  41. 
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DEPARTMENT  OF  TRANSPORTATION 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT  BY  OBJECT  AND  FUND 

BUDGET  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1990 


General 
Operations 


Construction  Maintenance   P reconstruct  ion 


State 
Motor  Pool 


Equipment 


Interfund_ 
Transfers 


Stores 
Inventory 


GVW 


Total 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 


$  3,624,402 

6,950 

789.875 

4.421.227 


$  14,176,772 
3.171.088 


$15,899,025 
4,069,535 


17.347.860   19.968.560 


$  5,503,527    $  102,635  $  2,821,606 


1.155.323 
6.658.850 


26,265 


727,722 


128.900    3.549.328 


$2,204,570 

531.901 
2.736.471 


$  44,332,537 

6,950 

10.471.709 

54.811.196 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


1,649,550 

398,114 

236,932 

188,007 

91,098 

5,258 

160,675 

70.508 


135,839,930 

419,541 

340,939 

1,232,383 

1,698,412 

18,351 

144,012 

81.080 


1,430,369 

670,131 

191,684 

114,953 

8,802,004 

1,478,629 

11,338,741 

67.731 


2.800.142   139.774.648   24.094.242 


3,022,840 

101,451 

75,584 

268,417 

7,330 

1,399 

25.265 

3.502.286 


31,002 

144,759 

938 

54 

2,863 

5,747 

36,053 

507 


237,702 

2,465,201 

7,122 

34,734 

4,725 

37,742 

1,831,339 

34.404 


62,675 

142,274,068 

$  3,008,863 

29,121 

7,237,181 

4,606 

47,031 

904,836 

74,393 

1,912,941 

722,226 

140,765 

11,469,423 

48,288 

1,594,015 

9,473,344 

45,293 

23,030,856 

90.465 

369.960 

221.923    4.652.969 


13.209.039 


538.031 


188.793.280 


EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment  264,208 

Intangible  Assets         

Total  264.208 


202,395 


202^95 


272,301 

14.050 

286.351 


161,676 
161.676 


666,403    4,902,921 


666.403    4.902.921 


16,595 


16.595 


6,486,499 

14.050 

6,500^549 


CAPITAL  OUTLAY 

Land  &  Interest  In  Land 

Bui Idings 

Total 


65,018 
66.766 


131.784 


3,245,502 

245 

3.245.747 


79.357 
79.357 


3,310,520 

146.368 

3.456.888 


GRANTS 

From  State  Sources 
Total 


14.225.753 
14.225.753 


14.225.753 
14.225.753 


TRANSFERS 
Accounting  Entity  Transfers 
Total 

DEBT  SERVICE 
Bonds 
Loans 
Leases 

Installment  Purchases 
Total 


10,140 
1.009 


511 
2,301 


11.149 


$43.451.267 
43.451.267 


2.812 


43.451.267 
43.451.267 


10,140 

511 

2,301 

1.009 

13.961 


TOTAL  PROGRAM  EXPENDITURES 

SPECIAL  REVENUE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


.480.937    $13.568.559    $1.(}l7.226  $13.105.218   $43.451.267    $13.209.039 


$22,376,408  $171,342,622  $45,439,335    $16,813,171 

21.722.479   157.327.715   44.480.937     13.568.559 

$   653.929  $  14.014.907  $   958.398    $  3.244.612 


$1,042,242  $13,193,302 

1.017.226   13.105.218 

$ 25,016  $    88.084 


$44,028,452 

43.451.267 

$   577.185 


$13,274,030 

13.209.039 

$    64.991 


$3.370.454 


$3,679,910 

3.370.454 

$ 


$311.252.894 


$316,953,928 

297.130.450 

$  19.823.478 


$  14,235,544 

14.122.444 

$    113.100 


See  Notes  2  and  6. 
See  Note  6. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  36 

through  41. 
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Notes  to  the  Financial  Scliedules 

For  the  Two  Fiscal  Years  Ended  June  30, 1991 


Suminaiy  of  Significant 
Accoonting  Policies 


Basis  of  Accounting 


The  Department  of  Transportation  uses  the  modified  accrual 
basis  of  accounting,  as  defined  by  state  accounting  policy,  for  its 
Governmental  and  Expendable  Trust  Funds.   In  applying  the 
modified  accrual  basis,  the  department  records: 

Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

The  department  uses  accrual  basis  accounting  for  Proprietary 
Funds.   Under  the  accrual  basis,  as  defined  by  state  accounting 
policy,  the  department  records  revenues  in  the  accounting  period 
earned  if  measurable;  and  records  expenses  in  the  period 
incurred,  if  measurable. 

Expenditures  and  expenses  also  include  entire  budgeted  service 
contracts  even  though  the  department  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order 
before  fiscal  year-end,  but  not  received  as  of  fiscal  year-end; 
and  equipment  ordered  with  a  purchase  order  before  fiscal 
year-end.  State  accounting  policy  also  requires  the  department 
to  record  the  cost  of  employees'  annual  leave  and  sick  leave 
when  used  or  paid. 


Basis  of  Presentation 


Governmental  Funds 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.  The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
without  adjustment.   Accounts  are  organized  in  funds  according 
to  state  law.  The  department  uses  the  following  funds: 

Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.  The  department's  Special  Revenue  Funds  include  the 
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Notes  to  the  Financial  Schedules 


Highway  Revenue  Bond  Proceeds  Account,  the  Reconstruction 
Trust  Account,  the  Highway  Special  Revenue  Account,  and  the 
Highway  Trust  Account.  The  Highway  Trust  Account  reflects 
receipts  and  expenditures  of  federal  moneys  designated  for 
highway  construction. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for 
the  payment  of  general  long-term  debt  principal  and  interest. 
The  fund  accounted  for  payments  relating  to  the  department's 
series  1987  Revenue  Bonds,  which  was  used  to  defease  previous 
revenue  bond  and  bond  anticipation  notes  and  generate 
additional  construction  money.   Payments  for  the  Highway 
Building  Complex  Bonds  were  also  accounted  for  in  this  fund. 


Proprietary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or 
services  to  other  agencies  or  departments  on  a  cost- 
reimbursement  basis.   At  the  Department  of  Transportation  the 
Internal  Service  Fund  includes  the  Motor  Pool  and  Highway 
Equipment  Accounts. 


Fiduciary  Funds 


Expendable  Trust  Fund  -  to  account  for  assets  held  by  the  state 
in  a  trustee  capacity  where  both  trust  principal  and  earnings  may 
be  expended.  The  department  accounts  for  the  Woodville 
Highway  Account  in  this  fund.  The  account  reflects  the 
proceeds  and  interest  earned  on  the  sale  of  a  section  of  highway 
to  the  Anaconda  Company.  The  department  is  holding  these 
moneys  in  trust  with  the  intent  that  they  be  used  to  improve 
Butte-Silver  Bow  area  roadways. 


Account  Groups 


Long-term  Debt  Group  -  to  account  for  the  department's  long- 
term  obligations  related  to  bonds  and  compensated  absences, 
except  those  recorded  in  the  Internal  Service  Fund. 
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Notes  to  the  Financial  Schedules 


2.     Accoiuitiiig  Changes 


Stores  Inventory  Program 


The  department  changed  its  accounting  and  reporting  practices 
for  the  Stores  Inventory  Program  between  fiscal  year  1989-90 
and  fiscal  year  1990-91  to  conform  with  established  state 
accounting  policy.   Revenue  related  to  sales  to  other  department 
programs  by  the  Stores  Inventory  Program  of  $13,605,350  was 
classified  as  Charges  for  Services  revenue  in  fiscal  year  1989-90. 
This  revenue,  totalling  $12,950,817,  was  classified  as  Sale  of 
Documents  and  Merchandise  revenue  in  fiscal  year  1990-91. 
Expenditures  recorded  in  the  Stores  Inventory  Program  were 
primarily  classified  as  Repair  and  Maintenance  or  Supplies  and 
Materials  expenditures  in  fiscal  year  1989-90  and  as  "Goods 
Purchased  for  Resale"  expenditures  in  fiscal  year  1990-91. 


GVW  Fees 


During  fiscal  years  1989-90  and  1990-91,  the  department 
classified  certain  GVW  fees  totalling  $8,724,455  and  $8,176,325, 
respectively,  as  taxes  revenue.   Due  to  a  change  in  application  of 
state  policy,  these  fees  are  classified  as  licenses  and  permits 
revenue  in  fiscal  year  1991-92. 


3.     Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.  The  department  pays  employees  for  100  percent  of 
unused  annual  and  25  percent  of  unused  sick  leave  credits  upon 
termination.  The  department  absorbs  expenditures  for  termi- 
nation pay  in  its  annual  operational  costs.   At  June  30,  1991,  the 
department  had  a  liability  of  $6,454,687  in  the  Long-term  Debt 
Group  which  is  not  reflected  in  accompanying  financial 
schedules,  and  $417,514  in  the  Internal  Service  Fund. 


4.     Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contribution  to 
PERS  was  $2,838,877  in  fiscal  year  1989-90  and  $2,861,444  in 
fiscal  year  1990-91. 
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Bond  Debt 


The  department  has  long-term  debt  outstanding  as  of  June  30, 
1991  for  general  obligation  debt  and  Special  Revenue  bonds. 
Gasoline  taxes  are  pledged  for  payment  of  the  general  obligation 
debt  while  gross  vehicle  weight  fees,  exise  and  license  taxes  on 
gasoline  and  fuel,  and  coal  severance  taxes  are  pledged  to  pay 
the  revenue  bonds.   Principal  payments  on  the  Special  Revenue 
Bonds  are  scheduled  to  begin  July  1,  1993.   Long-term  debt  of 
the  department  as  of  June  30,  1991  and  the  activity  related  to  the 
bonds  is  as  follows: 


Bond  Debt  Outstanding 


Amount 

Series 

I ssued 

General 

Obligation  Debt 

1976 

$  7,400.000 

Special  Revenue 

Bonds 

1987 

$150,000,000 

Amount 
Interest    Outstanding  at 
Range  (%)   June  30.  1991 


4.1-6.1 


5.5-7.2 


$  2,685,000 


$150,000,000 


Payment  Activity 


Bond  activity  is  primarily  recorded  in  the  Debt  Service  Fund  and 
is  recorded  as  nonbudgeted  activity.  Future  scheduled  bond  pay- 
ments are  as  follows: 


Fiscal  Year 

1976 

■  General  Obligation 

Ending 

Highway  Building  Compl 

ex 

June  30 

Principal 
$    480,000 

Interest 
$   134,250 

$ 

Total 

1992 

614,250 

1993 

505,000 

110,250 

615,250 

1994 

535,000 

85,000 

620,000 

1995 

565,000 

58,250 

623,250 

1996 

600,000 

30,000 

630,000 

Fiscal  Year 

Ending 

1987 

Special  Revenue  Bonds 

June  30 

Principal 

Interest 

Total 

1992 

$10,041,083 

$ 

10 

,041,083 

1993 

10,041,083 

10 

,041,083 

1994 

$  7,820,000 

9,826,032 

17 

,646,033 

1995 

8,250,000 

9,375,857 

17 

,625,858 

1996 

8,720,000 

8,883,493 

17,603,493 

1997-2005 

125,210,000 

49,080,505 

174 

,290,505 

Arbitrage 


The  department  recorded  an  estimated  liability  of  $2,597,332  in 
the  Long-term  Debt  Group  related  to  investment  earnings  on  the 
1987  Special  Revenue  Bonds  in  excess  of  amounts  allowed  by 
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federal  requirements  for  bond  issuances.  The  estimated  liability 
is  to  be  paid  to  the  federal  government  by  April  27,  1992. 


Intrafond  and  Interfund 
Activity 


During  the  course  of  normal  operations,  the  department  has 
transactions  within  funds  and  between  funds  to  finance  opera- 
tions, provide  services,  service  debt,  and  etc.  The  following 
describe  the  interfund  and  intrafund  activity  for  the  two  fiscal 
years  ended  June  30,  1991. 


Stores  Inventory  Program 


The  Stores  Inventory  Program,  which  is  in  the  Special  Revenue 
Fund,  purchases  and  stores  materials  and  other  items  needed  by 
other  programs  in  the  department's  Special  Revenue  and 
Proprietary  Funds.   Expenditures  are  recorded  in  the  Stores 
Inventory  Program  for  the  initial  purchase  of  the  items  and 
revenue  is  recorded  for  the  sale  to  other  programs.   Other 
programs  record  an  expenditure  for  the  purchase  from  the  Stores 
Inventory  Program.   Activity  in  the  stores  inventory  program  for 
the  two  fiscal  years  ended  June  30,  1991  was  as  follows: 


Fiscal  Year 
1989-90 

1990-91 


Expenditures 
$13,209,039 

13,288,393 


Revenue 
$13,605,350 

12.950,817 


Equipment  Program 


The  Equipment  Program,  which  is  in  the  Internal  Service  Fund, 
maintains  a  fleet  of  equipment  and  vehicles  for  use  within  the 
department.  Costs  are  recovered  through  user  fees  charged  to 
other  programs  within  the  department.   Charges  for  services 
revenue  is  recorded  in  the  Internal  Service  Fund  for  the  rent  of 
the  equipment  and  the  user  program  records  rent  expense.  The 
major  programs  using  equipment  include  the  Maintenance 
Program,  the  Construction  Program,  and  the  GVW  Program. 


Transfers 


Transfers  totalling  $32,884,364  in  fiscal  year  1989-90  and 
$39,924,550  in  fiscal  year  1990-91  from  the  1987  Highway 
Revenue  Bond  Proceeds  and  Highway  Special  Revenue  accounts 
to  the  Highway  Reconstruction  Account  within  the  Special 
Revenue  Fund.  Transfers  totalling  $10,566,903  in  fiscal  year 
1989-90  and  $10,270,077  in  fiscal  year  1990-91  were  made  from 
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the  Highways  Special  Revenue  account  in  the  Special  Revenue 
Fund  to  the  Debt  Service  Fund  to  fund  bond  payments. 


7.     Cash  Transfers  In 


The  Department  of  Transportation  is  funded  by  gasoline  and 
diesel  fuel  taxes.  This  money  is  collected  by  the  Department  of 
Revenue  and  recorded  as  revenue  at  the  time  of  collection.  To 
avoid  recording  the  same  revenue  twice  on  the  state's  accounting 
records,  a  cash  transfer-in  is  recorded  to  deposit  the  cash  in  a 
Department  of  Transportation  account.   Due  to  the  department's 
legally  mandated  reorganization,  effective  July  1,  1991  the 
Department  of  Transportation  began  collecting  these  motor  fuel 
taxes. 


8.      Highway  Constniction 
Commitments 


At  June  30,  1991,  the  Department  of  Transportation  had 
contractual  commitments  of  approximately  $81.5  million  for 
construction  of  various  highway  projects.   Funding  for  these 
highway  projects  is  to  be  provided  from  federal  grants  and 
matching  state  special  revenue  funds. 
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Montana  Department 
of  Transportation 


2701    Prospect  Avenue 
Hrhn.i.MT    '^9G?nf)/.x; 


March    3,    1992 


Stan  Steptiens.  Governor 


;|ii].^...l0JLii,!H 


,1 ' 


"^  -  3  W? 


Scott  A.  Seacat 
Legislative  Auditor 
Room  135 
State  Capitol 
Helena,  MT   59620 


Subject:   Department  of  Transportation's  Financial 
Compliance  Audit  for  Fiscal  Years  1989-90 
and  1990-91 


I  am  transmitting  our  response  to  the  audit  performed  by 
your  office  for  the  two  fiscal  years  ended  June  30,  1991. 

Thank  you  for  your  staff's  effort  and  cooperation  during 
this  audit. 


.'  ii 


If  you  have  questions  concerning  our  response,  please  call 
It  444-620; 


rohn  Rothwell 
Director  of  Transportation 
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Recommendation  #1 

We  recommend  the  department  comply  with  state  law  regarding 
use  of  sick  leave  and  vacation  benefits  in  conjunction  with 
workers'  compensation  benefits. 

Response 

Concur. 

To  resolve  this  issue,  the  department  asked  the  Attorney 
General  for  an  opinion  regarding  the  legality  of  payments  of 
sick  and  annual  leave  to  employees  who  are  receiving 
workers'  compensation  benefits  for  loss  of  wages. 

While  the  department  is  waiting  for  the  Attorney  General's 
opinion,  the  following  action  was  taken: 

1.  Employees  that  have  been  using  sick  and/or  annual 
leave  prior  to  the  pay  period  beginning 
November  4,  1991,  to  supplement  workers' 
compensation  payments  for  loss  of  wages  shall  be 
allowed  to  continue  these  uses, 

2.  All  other  employees  shall  only  be  allowed  to  use 
annual  leave  to  supplement  workers'  compensation 
payments  for  loss  of  wages.   No  use  of  sick  leave 
to  supplement  the  payments  shall  be  allowed. 

Recommendation  #2 

We  recommend  the  department  record  approved  operating 
budgets  on  SBAS  in  accordance  with  state  law. 

Response 

Concur. 

The  department  adjusted  SBAS  to  properly  reflect  operating 
budgets  on  SBAS  in  accordance  with  state  law  for  fiscal 
year-end  1991,  and  will  continue  to  do  so.   Also,  it  should 
again  be  noted  that  the  department  did  not  overexpend  total 
program  appropriation  and  was  in  substantial  compliance  with 
the  approved  operating  budget  (i.e.,  no  category  in  the 
approved  operating  budget  was  exceeded  by  more  than  5%) . 

Recommendation  #3 

We  recommend  the  department  implement  procedures  to  ensure 
it  complies  with  the  personal  services  reversion  provisions 
in  state  law. 
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Response 
Concur . 

The  department  was  in  substantial  compliance  with  House 
Bill  100  because  it  did  not  exceed  operating  authority  by 
more  than  5%. 

Since  the  department  did  not  transfer  personal  services 
authority  to  operating  for  the  overrun  in  operating  that  is 
under  5%,  we  believe  we  complied  with  all  provisions  of 
House  Bill  100. 

Also,  the  Department  developed  and  implemented  a  single 
system  used  by  the  Construction  Bureau  and  Financial 
Management  Bureau  to  predict  contractor  payments. 

Recommendation  #4 

We  recommend  the  department  include  access  provisions  in 
contracts  in  compliance  with  state  law. 

Response 

Concur. 

The  change  was  approved  in  the  February  1992  Commission 
Meeting.   The  access  provision  will  be  included  in  all 
construction  contracts  beginning  with  the  March  or  April 
letting. 

Recommendation  #5 

We  recommend  the  department  submit  project  modification 
requests  for  project  overruns  in  a  timely  manner. 

Response 

Concur. 

The  department  is  following  the  procedures  as  established  in 
October  1991. 

Recommendation  #6 

We  recommend  the  department  communicate  its  local  government 
audit  needs  to  the  Department  of  Commerce. 
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Response 

Concur. 

The  Department  of  Transportation  sent  a  memo  to  the  Local 
Government  Assistance  Division  within  the  Department  of 
Commerce  requesting  them  at  a  minimum  to: 

1.  Require  county  audits  include  procedures  to 
determine  if  revenues  collected  for  the  Department 
of  Transportation  are  properly  assessed  and 
remitted  to  the  state  in  a  timely  manner;  and 

2.  Report  results  of  the  audits  and  issues  resulting 
from  these  procedures  to  the  Department  of 
Transportation  and,  if  necessary,  the  Office  of 
the  Legislative  Auditor. 

Recommendation  #7 

We  recommend  the  department: 

A.  Implement  procedures,  including  supervisory  review,  to 
ensure  the  payroll  additive  rate  is  calculated 
accurately  and  in  accordance  with  written  procedures. 

B.  Apply  the  payroll  additive  rate  to  the  same  base  that 
was  used  to  calculate  the  rate. 

Response 

Concur. 

The  department  will  make  appropriate  adjustments  to  the 
written  procedures,  review  process,  and  calculations  in 
agreement  with  the  Federal  Highway  Administration  and  Office 
of  the  Legislative  Auditor  when  calculating  the  fiscal  year 
1993  rates. 

Recommendation  #8 

We  recommend  the  department  fully  implement  effective 
control  procedures  to  ensure  equipment  usage  charges  are 
properly  and  adequately  supported. 

Response 

Concur. 

The  department  does  have  control  procedures,  but  they  are 
not  being  followed.   We  will  follow-up,  make  appropriate 
adjustments,  and  ensure  that  field  personnel  comply  with 
established  procedures. 
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Recommendation  #9 

We  recommend  the  department: 

A.  Establish  control  procedures  for  preventing  and 
detecting  prorate  input  errors. 

B.  Clearly  fix  responsibility  for  preventing  and  detecting 
contractor  payment  coding  errors. 

Response 

A.  Concur. 

The  department  implemented  a  manual  review  process  to  detect 
prorate  input  errors.   Also,  an  EDS  (Electronic  Data 
Sharing)  Committee  is  working  with  FHWA  to  research  and 
improve  the  sharing  of  data  between  us  through  electronic 
transfer  methods.   This  involves  input  of  this  kind  of  data 
on-line  and  implementing  a  review  and  approval  process. 

B.  Concur. 

A  memo  of  understanding  and  procedures  dated  October  1991 
between  the  Contractor  Payment  Section  and  the  Accounts 
Payable  Section  clearly  defines: 

1.  Responsibility  for  coding  contractor  payments; 

2.  Procedures  for  contractor  payment;  and 

3.  Responsibility  for  supervisory  review. 

The  $66,000  contractor  payment  error  detected  is  0.0002  or 
0.02  %  of  the  $282,820,668  of  total  contractor  payments  for 
the  audit  period.   We  feel  the  error  and  magnitude  of  the 
error  is  not  significant. 

Recommendation  #10 

We  recommend  the  department: 

A.  Establish  procedures  to  ensure  revenue  and  expenditure 
activity  is  classified  properly  in  accordance  with 
state  law  and  accounting  policy. 

B.  Research  whether  there  is  a  more  efficient  alternative 
for  recording  financial  activity  related  to  the 
purchase  and  use  of  raw  materials  and  implement  changes 
as  appropriate. 


AS 
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Response 

A.   Partially  concur. 

-Recording  stores  revenue  and  expenditures  and  GVW 
revenue  -  concur. 

As  the  audit  report  noted,  the  department  properly  recorded 
stores  activity  in  the  fiscal  year-end  1991  SBAS  records. 
The  department  also  properly  recorded  all  GVW  objects, 
except  for  #1040  (GVW  fees)  and  #1041  (GVW  re-registration 
fees)  in  the  fiscal  year-end  1991  SBAS  records. 

We  will  continue  to  review  changes  in  state  accounting  law 
and  policy  when  we  receive  the  changes  and  adjust  our 
accounting  procedures  accordingly.   Since  1986,  major 
accounting  law  and  policy  changes  have  not  occurred  relating 
to  revenue  and  expenditure  classifications.   Until  this 
audit  report,  prior  audits  did  not  recommend  any 
classification  changes. 

-Recording  equipment  purchases  as  operating  expenses  - 
do  not  concur. 

It  is  not  that  the  department  disagrees  or  has  a  problem 
with  state  policy,  but  we  do  not  agree  with  the  Office  of 
the  Legislative  Auditors'  interpretation  of  the  policy. 
The  state  accounting  policy  does  not  state  anything 
specific,  nor  does  it  give  any  direction  in  this  area. 

According  to  MOM  Chapter  2-1700.00  (last  update  7-1-85), 
Introduction,  "Fixed  assets  consist  of  assets  of  a 
relatively  permanent  nature  with  a  useful  life  of  more  than 
one  year.   To  capitalize  a  fixed  asset,  a  unit  cost  of  $200 
will  be  used  because  the  cost  of  keeping  dollar  value 
records  of  most  items  costing  less  than  $200  usually  exceeds 
the  value  of  resultant  benefits.   All  expenditures  of  less 
than  $200  should  normally  be  considered  an  expenditure  that 
benefits  the  current  period." 

The  Department  of  Administration  issued  Management  Memo 
2-89-1  dated  7-1-88  that  effectively  raised  the  $200  limit 
policy  addressed  in  MOM  Chapter  2-1700  to  $1,000.   The 
Department  of  Transportation  therefore  adopted  its  current 
policy  to  operate  and  control  equipment  purchases  in  the 
most  efficient  way  considering  purchasing,  budgeting, 
accounting,  and  inventorying.   Our  research  with  other  state 
agencies  indicates  they  also  interpreted  the  policy  change 
the  same  way,  and  items  under  $1,000  are  considered  an 
expenditure.   The  Department  of  Administration  personnel 
indicated  they  will  be  addressing  this  issue  in  the  near 
future. 
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B.   Concur. 

The  Department  of  Administration  and  the  Office  of  the 
Legislative  Auditor  assisted  us  in  this  conversion  of  the 
accounting  for  the  stores  program  from  an  internal  service 
operation  to  an  earmarked  revenue  operation.   Each  year, 
subsequent  to  the  accounting  change,  the  auditors  have 
reviewed  the  stores  program  accounting  procedures  and 
discussed  their  findings  with  the  department.   These 
discussions  have  never  included  this  issue.   However,  the 
department  will  research  and  analyze  the  issue.   Based  on 
our  research,  we  will  work  with  the  Department  of 
Administration  to  determine  if  there  is  a  more  efficient 
alternative  for  recording  financial  activity  related  to  the 
purchase  and  use  of  raw  materials. 

Recommendation  #11 

We  recommend  the  department  accrue  liabilities  in  compliance 
with  state  accounting  law  and  policies. 

Response 

Partially  concur. 

The  amount  was  recorded  on  SBAS  as  a  liability  at  a  point  in 
time  when  it  could  be  reasonably  estimated.   The  rebate 
calculation  was  dependant  on  all  interest  earnings. 

The  rebate  calculation  could  not  be  completed  until  all 
proceeds  had  been  expended  even  though  the  department  had 
invested  in  SLUGS.   The  Board  of  Investments  invests  cash 
balances  in  all  entities  on  a  nightly  basis.   The  department 
has  stated  it's  concern  with  this  issue,  since  we  were 
earning  interest  on  cash  balances  that  we  could  not 
restrict.   There  were  cash  balances  in  these  entities  that 
affected  the  rebate  calculation  until  December  17,  1990. 
Therefore,  liability  could  not  be  reasonably  calculated  at 
June  30,  1990. 

There  is  currently  no  state  accounting  policy  or  procedures 
written  on  bond  arbitrage.   Department  of  Administration 
personnel  indicated  they  are  currently  in  the  process  of 
writing  them. 

Recommendation  #12 

We  recommend  the  department  accrue  transfers  in  accordance 
with  state  law. 

Response 

Concur. 
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